
Internal Revenue Service 

Ij istr ict 
Oircctor 

" * * * * * * * * **** *** 
******* ****  * * *  

* * * * ***  *** 
* * * * * * * *  *** ***** 

. . 

Department of the Treasury 

***** ***** ****** ***** *********** ******  ******* 

Person to Contacl: **** ****** * I 
Telcphono Number: * *  *** ******** 

Refor Reply to: ********* * ***  * *** 

Date: 

Dear S i r  o r  Madam: 

We have cons ide red  your  a p p l i c a t i o n  f o r  exemption from F e d e r a l  income t a x  a s  
an o r g a n i z a t i o n  d e s c r i b e d  i n  s e c t i o n  5 0 1 ( c ) ( 7 )  of  t h e  I n t e r n a l  Revenue Code. 

Thc i n f o r m a t i o n  submi t t ed  d i s c l o s e s  t h a t  your  o r g a n i z a t i o n  was i n c o r p o r a t e d  
under t h e  n o n p r o f i t  c o r p o r a t i o n  laws of t h e  S t a t e  of *****   on * * *  **  ****. 

The purpose  f o r  which your o r g a n i z a t i o n  was formed, a s  s t a t e d  i n  your A r t i c l e s  
of  I n c o r p o r a t i o n ,  i s  " t o  encourage and f o s t e r  i n  t h e  community of * * * * * * * *  
* * * * * n ,  h e a l t h f u l  r e c r e a t i o n ,  s o c i a l  and s p o r t s  a c t i v i t i e s  among i t &  members 
and t h e  members of t h e  ******** community, i n c l u d i n g ,  b u t  n o t  l i m i t e d  t o ,  
g o l d ,  t e n n i s ,  hand b a l l  ( s i c ) ,  s k e e t  and t r a p  s h o o t i n g ,  p i c n i c s ,  c l u b  d a n c e s ,  
and o t h e r  s o c i a l  f u n c t i o n s . "  Your a p p l i c a t i o n  shows t h a t  you own and o p e r a t e  
n gol f  c o u r s e .  

F a c t s :  

The o r g a n i z a t i o n  owns and o p e r a t e s  a  g o l f  c o u r s e .  Any pe rson  i n  t h e  community 
can become a  member by paying annua l  dues  and buying a  p e r s o n a l  t i c k e t .  The 
g o l f  c o u r s e  i s  open t o  t h e  p u b l i c .  Members pay o n l y  d u e s ;  t h e y  do n o t  pay 
g reen  f e e s .  Nonmembers pay g r e e n  f e e s .  Nonmembers a r e  a l lowed t o  purchase  
r a f f l e  t i c k e t s .  T o t a l  reventle f o r  ******* was $***** ,  of  which ** p e r c e n t  
was from green  f e e s  from t h e  g e n e r a l  p u b l i c .  The e n t i r e  ** p e r c e n t  was f o r  
t h e  u s e  of t h e  o r g a n i z a t i o n ' s  f a c i l i t i e s .  The income is used t o  d e f r a y  t h e  
expense of m a i n t a i n i n g  t h e  g o l f  course .  

I s s u e :  

Does t h e  o r g a n i z a t i o n  q u a l i f y  f o r  exemption as a n  o r g a n i z a t i o n  d e s c r i b e d  i n  
s e c t i o n  5 0 1 ( c ) ( 7 )  of t h e  I n t e r n a l  Revenue Code? 

Law: - 

S e c t i o n  1 . 5 0 1 ( ~ ) ( 7 ) - 1  of t h e  Income Tax R e g u l a t i o n s ,  r e l a t i n g  t o  t h e  exemption 
of s o c i a l  c l u b s  under  s e c t i o n  501(a)  of t h e  I n t e r n a l  Revenue Codc, r e a d s  a s  
Follows : 
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( a )  The exemption provided by s e c t i o n  501(a) f o r  o r g a n i z a t i o n s  
d e s c r i b e d  i n  s e c t i o n  501(c)(7)  a p p l i e s  o n l y  t o  c l u b s  which 
a r e  organized and opera ted  e x c l u s i v e l y  f o r  p l e a s u r e ,  r e c r e -  
a t i o n ,  and o t h e r  n o r ~ p r o f i t a b l e  purposes ,  b u t  does  no t  a p p l y  
t o  any c l u b  i f  any p a i t  of i t s  n e t  e a r n i n g s  i n u r e s  t o  t h e  
b e n e f i t  of any p r i v a t e  s h a r e h o l d e r .  I n  g e n e r a l ,  t h i s  exemp- 
t i o n  ex tends  t o  s o c i a l  and r e c r e a t i o n  c l u b s  which a r e  sup- 
por ted  s o l e l y  by membership f e e s ,  d u e s ,  and assessments .  
However, a  c l u b  o t h e r w i s e  e n t i t l e d  t o  exemption w i l l  n o t  b e  
d i s q u a l i f i e d  because i t  r a i s e s  revenue from members through 
t h e  u s e  of c l u b  f a c i l i t i e s  o r  i n  connec t ion  w i t h  c l u b  a c t i -  
v i t i e s .  

(b)  A c l u b  which engages i n  b u s i n e s s ,  such a s  making i t s  s o c i a l  
and r e c r e a t i o n a l  f a c i l i t i e s  a v a i l a b l e .  t o  %e g e n e r a l  p u b l i c  
o r  by s e l l i n g  r e a l  e s t a t e ,  t imber ,  o r  o t h e r  p r o d u c t s ,  is  n o t  
organized and opera ted  e x c l u s i v e l y  f o r  p l e a s u r e ,  r e c r e a t i o n ,  
and o t h e r  n o n p r o f i t a b l e  purposes ,  and is no t  exempt under 
s e c t i o n  5 0 1 ( a ) .  S o l i c i t a t i o n  by adver t i sement  o r  o t l lerwise  
f o r  p u b l i c  pat ronage of i t s  f a c i l i t i e s  is prima f a c i e  e v i -  
dencc t h a t  t h e  c l u b  i s  engaging i n  b u s i n e s s  and i s  not  be ing  
opera.-.ed e x c l u s i v e l y  f o r  p l e a s u r e ,  r e c r e a t i o n ,  o r  s o c i a l  
purposes .  However, an  i n c i d e n t a l .  s a l e  of p r o p e r t y  w i l l  no t  
d e p r i v e  a  c l u b  of i t s  exemption. 

Revenue Rul ing 69-219, 1969-1 C.B. 153, h o l d s  t h a t  a s o c i a l  c l u b  t h a t  r e g u l a r l y  
ho lds  i t s  g o l f  course  open t o  t h e  p u b l i c  f o r  u s e  upon payments of e s t a b l i s h e d  
g reen  f e e s  and u s e s  t h i s  income ' f o r  maintenance and improvements of i t s  f a c i -  
l i t i e s  does  no t  q u a l i f y  f o r  exemption. 

Revenue Procedure  71-17, 1971-1 C.B.  683, S e c t i o n  2-02, states, i n  p a r t ,  t h a t  
whcre a  c l u b  makes i t s  f a c i l i t i e s  a v a i l a b l e  t o  t h e  g e n e r a l  p u b l i c  t o  a sub- 
s t a n t i a l  d e g r e e ,  t h e  c l u b  i s  no t  opera ted  e x c l u s i v e l y  f o r  p l e a s u r e ,  r e c r e a -  
t i o n  o r  o t h e r  n o n p r o f i t a b l e  purposes .  

The R e g u l a t i o n s ,  Revenue Rul ing 69-219 and Revenue Procedure  71-17 d e s c r i b e  
your o r g a n i z a t i o n .  A p p l i c a t i o n  of  t h e  p r i n c i p l e s  i n  t h e  Income Tax Regula- 
t i o n s  and t h e  c i t e d  revenue r u l i n g  and revecue  procedure  l e a d s  u s  t o  t h e  con- 
c l u s i o n  t h a t  your o r g a n i z a t i o n  does  n o t  q u a l i f y  f o r  exemption under s e c t i o n  
5 0 1 ( c ) ( 7 )  of t h e  I n t e r n a l  Revenue Code. 

Conclusion:  

Rased on t h e  information submi t t ed ,  we haye concluded t h a t  your o r g a n i z a t i o n  
i s  no t  e n t i t l e d  t o  exemption from F e d e r a l  income t a x  a s  a n  o r g a n i z a t i o n  de- 
s c r i b e d  i n  s e c t i o n  5 0 1 ( c ) ( 7 )  of t h e  Code, because  (1) i t  i s  engaged i n  bus i -  
n e s s  w i t h  t h e  g m e r a l  p u b l i c  by r e g u l a r l y  h o l d i n g  its g o l f  c o u r s e  open t o  
t h e  p u b l i c  f o r  use  upon payments of  e s t a b l i s h e d  g reen  f e e s ,  and (2)  t h e  i n -  
come from t h i s  s o u r c e  is  i n u r i n g  t o  t h e  b e n e f l t  o f  t h e  members because  it i s  
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is  used f o r  maintenance improveuient and management o f  t h e  f a c i l i t i e s .  

I f  you a r e  i n  agreement w i t h  t h i s  proposed d e t e r m i n a t i o n ,  we r e q u e s t  t h a t  
you s i g n  and r e t u r n  t h e  enc losed  agreement ,  Form 6018. P l e a s e  n o t e  t h e  
i n s t r u c t i o n s  f o r  s i g n i n g  on t h e  r e v e r s e  s i d e  of  t h i s  form. 

I f  you a r e  nor i n  agreement w i t h  t h i s  proposed d e t e r m i n a t i o n ,  w e  recommend 
t h a t  you r e q u e s t  a  h e a r i n g  w i t h  o u r  O f f i c e  of Regional  D i r e c t o r  of  Appeals ,  
Your r e q u e s t  f o r  n h e a r i n g  shou ld  i n c l u d e  n w r i t t e n  a p p e a l  g i v i n g  t h e  f a c t s ,  
law and any o t h e r  i n f o r m a t i o n  t o  s u p p o r t  your  p o s i t i o n ,  a t  e x p l a i n e d  i n  t h e  
e n c l o s e d  P u b l i c a t i o n  892. 'You w i l l  t h e n  b e  c o n t a c t e d  t o  a r r a n g e  a  dace f o r  
a  11-aring. The h e a r i n g  may b e  h e l d  a t s t h e  O f f i c e  of  Regional  D i r e c t o r  of  
Appeals o r ,  i f  you r e q u e s t ,  a t  a mutua l ly  conven ien t  d i s t r i c t  o f f i c e .  An 
addressed  envelope is  enc losed .  

I f  we do n o t  h e a r  from you w i t h i n  30 days  from t h e  d a t e  of t h i s  l e t t e r ,  and 
you do n o t  p r o t e s t  t h i s  proposed d e t e r m i n a t i o n  i n  a t i m e l y  manner, i t  w i l l  
be  cons ide red  by t h e  I n t e r n a l  Revenue S e r v i c e  as f a i l u r e  t o  exhaus t  a v a i l -  
a b l e  a d m i n i s t r a t i v e  remedies and w i l l  t h e n  become o u r  f i n a l  d e t e r m i n a t i o n .  

S i n c e r e l y  yours ,  

D i s t r i c t  D i r e c t o r  

Enc losures  : 
P u b l i c a t i o n  892 
Form 6018 
Addressed Envelope 


